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E ederal Reserve operations to increase the reserve base of member
banks, in order to accommodate a continued growth in savings and
time deposits and a somewhat more rapid rise in demand deposits,
made possible a further substantial expansion in bank credit in
1964. The rate of increase was about the same as in 1963.
Growth in loans accounted for most of the increase. Business
loans—including those to foreigners—increased faster than they
had in 1963, and the total of other loans and total investments
increased at about the same rate. Nevertheless, the ratio of total
loans to deposits reached a postwar high during the year.
CHART »





NOTE.—Seasonally adjusted last-Wednesday-of-the-month data
(except for June 30 and December 31 call dates) for all com-
mercial banks. Interbank loans excluded. Latest figures, Janu-
ary (preliminary).
Expansion in the money supply was uneven during 1964, but
for the year as a whole the increase amounted to 4 per cent, which
was only slightly more than in 1963. Growth in time and savings
deposits at commercial banks exceeded 12.5 per cent, somewhat
less than the rate in the previous year.
Federal Reserve operations during 1964 were carried out in
a domestic environment of rapidly expanding industrial output and
gross national product, but with commodity price indexes remain-
ing stable for the seventh consecutive year. There was some increase
in prices of sensitive industrial materials, however, particularly for
nonferrous metals. While the unemployment rate declined, it still
averaged somewhat over 5.0 per cent.
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A major contribution to economic expansion stemmed from
the March reduction in personal and corporate income tax rates.
As a result of the reduction the Treasury had a somewhat larger
cash deficit, which it continued to finance largely by selling short-
term securities.
To help meet the credit demands associated with the contin-
ued expansion in the U.S. economy, the Federal Reserve sup-
plied reserves to the banking system at a slightly faster rate than
in 1963. Steps were taken in the late summer, however, to dampen
somewhat the expansion of bank reserves. As the year pro-
gressed, demand forces worked to offset this effort.
Throughout the year our international balance of payments
continued to be an important factor in shaping monetary policy.
In November, in the wake of an increase from 5 to 7 per cent
in the discount rate of the Bank of England, associated with the
sterling crisis, the Federal Reserve Banks raised the U.S. discount
rate from ^Vi to 4 per cent, and the Board of Governors and the
Federal Deposit Insurance Corporation increased maximum rates
that member and insured banks may pay on most time and savings
accounts.
Until the change in the discount rate, both short- and long-term
interest rates had moved in a narrow range. By the year-end,
however, short-term yields had risen about 25 basis points while
long-term yields were generally little changed.
FEDERAL RESERVE ^ , ^ , , ^ t . , ,
OPERATIONS *
n 1964 the Federal Reserve sought to provide for moderate
growth in the reserve base in order to facilitate continued expan-
sion in the economy while maintaining conditions in the money
market that would minimize outflows of short-term capital. In mid-
summer, however, reserves were provided a little less freely—
relative to demand—thereby permitting some firming in money
market rates of interest.
After the Bank of England raised its discount rate to help
relieve pressure on sterling, then under speculative attack follow-
ing an extended period in which the British balance of payments
had been deteriorating, all Federal Reserve Banks raised their
discount rates. As was officially stated at the time, this action was
taken to assert the System's resolve to protect the dollar in interna-
tional financial markets, and not to curtail domestic credit availa-
bility, which was then under strong seasonal and temporary de-
mand pressures. Open market operations were adapted so as to be
consistent with these objectives.
Concurrent with the increase in the discount rate, the Board of
Governors and the FDIC raised the maximum rates that member
and insured banks may pay on time and savings accounts as fol-
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lows: Those on time deposits with maturities greater than 90 days
were raised from 4 to AV2 per cent and on 30- to 90-day maturities
from 1 to 4 per cent. Those on savings deposits held for less than
1 year were raised from 3Vi to 4 per cent. These actions were
taken so that banks could continue to compete for interest-
bearing deposits in financial markets characterized by higher
short-term interest rates.
BANK RESERVES continued upward in 1964.
— 20
r / TOTAL NONBORROWED
/ RESERVES
III!
.but BORROWINGS averaged somewhat higher.
BORROWINGS — 1
EXCESS RESERVES
NOTE.—Monthly averages of daily figures for member banks.
Total and nonborrowed reserves are seasonally adjusted. Total
reserves adjusted to exclude the effects of changes in legal re-
serve ratio. Nonborrowed reserves are total reserves adjusted
minus member bank borrowings from the Federal Reserve.
Excess reserves are total reserves less required reserves. Latest
figures, January (preliminary).
Federal Reserve open market purchases supplied all of the 4.2
per cent increase in member bank reserves in 1964, slightly more
than in 1963. For the entire year, the Federal Reserve increased
its holdings of U.S. Government securities by about $3.4 billion,
a little more than in 1963. Currency expansion, gold losses, and
other technical factors absorbing reserves offset all but about
$900 million of these purchases.
So as to limit downward pressure on short-term interest rates
for balance of payments reasons, only 65 per cent of net outright
purchases were in securities that matured in less than 1 year. This
was a larger proportion than in 1963, but issuance by the Treas-
ury of a larger supply of short-term securities in 1964 made it
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possible for the Federal Reserve to restrict its purchases in the
Treasury bill market.
Excess reserves of member banks averaged slightly less, and
borrowings from the Federal Reserve slightly more, in 1964 than
in 1963. As a result, the free reserves of these banks generally
stayed below the 1963 level, especially after the late summer. In
December, however, average free reserves rose moderately, reflect-
ing in part fluctuations in reserve needs and market conditions
characteristic of the year-end. Moreover, banks' needs to borrow
in December were reduced temporarily by large Federal Reserve
security purchases, which tended to moderate the market's adjust-
ment to the higher levels of short-term interest rates and to under-
score the System's intention to maintain reserve availability.
BANK DEPOSIT . .
GROWTH *
n ^
e current expansion, the level of financial saving by both
the personal and corporate sectors has risen to new highs. These
sectors have placed a large part of that saving in depositary
claims, and commercial banks have captured an increased pro-
portion of the total flow. The shift reflects the public's response to
the higher rates that banks have offered on time and savings de-
posits, the increasing use and acceptance of certificates of deposit
(CD's), and the provision by the monetary authorities of a grow-
ing reserve base to support such deposits.
The relative diversion of funds to commercial banks has made
it possible not only for banks to grow more rapidly but also for
them to contribute a larger share to total credit flows in recent
years. Although their share of total credit flows has declined in
each year of this expansion, it has remained larger than in any
other cyclical upswing since 1953.
Time and savings deposits. The growth in time and savings
deposits at commercial banks in 1964 exceeded 12.5 per cent,
somewhat below the increase in 1963 but still considerably above
increases in the expansion years of previous cycles. Inflows de-
clined somewhat in early 1964, but after September they acceler-
ated to an annual rate of almost 16 per cent. Indeed, by Novem-
ber the nonbank public's time and savings deposits at commercial
banks for the first time exceeded their holdings of demand de-
posits—each on a seasonally adjusted basis.
In January 1965, time and savings deposits grew at a seasonally
adjusted annual rate of almost 23 per cent, a rate of increase
exceeded only in February 1962. The enlarged flow of funds into
interest-bearing deposits followed an increase in the rates that
many banks offered on their time and savings deposits under the
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CHART 3
FLOWS OF FUNDS to financial institutions rise.
BILLIONS OF DOLLARS
.•• MARKET SECURITIES .





THEIR PROPORTION of total credit flow remains high.
NOTE.—Based on flow of funds data.
Data in top two tiers are for the private
domestic nonflnancial sector. Securities
include mortgages; depositary-type assets
include demand deposits. In bottom tier,
total credit expansion is net of borrow-
ing by financial institutions and changes
in Federal cash; commercial bank credit
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revised ceilings. Based on previous experience, it is likely that a
large part of this inflow represents a switching of funds from other
financial institutions and perhaps from demand deposits. As a
result, the growth rate will most likely moderate in the months
ahead.
All major categories of time and savings deposits grew less in
1964 than in 1963. Savings accounts at weekly reporting member
banks, which are held mainly by individuals less sensitive to inter-
est-rate differentials than holders of time deposits, increased more
than 7 per cent. This was 2 percentage points less than in 1963.
The slowdown reflected increased direct acquisitions of mar-
ketable securities by individual investors, larger repayments on an
expanding level of consumer debt, and increased competition from
mutual savings banks—especially in New York City where savings
banks raised deposit rates at the beginning of the year.
Additions to passbook savings accelerated after the late summer
—particularly in November, when new-car output was held down
by the effects of strikes at two major producers. In early 1965,
inflows of savings at city banks were larger than in the compar-
able period of any other recent year.
Time deposits at weekly reporting member banks, which are
held for the most part by investors who are very conscious of
alternative yields, increased by about one-fourth in 1964. The
expansion was considerably less than the increase of over one-
third in 1963.
Negotiable CD's, which accounted for over half of the growth in
time deposits, grew by over one-third in 1964, a much smaller
percentage increase than in 1963. Here, too, growth during the
year was uneven, reflecting particularly large maturities of cor-
porate holdings around the quarterly tax and dividend payment
dates. Also, in the spring and again in the fall when short-term
market rates were high relative to CD rate ceilings, some banks
appear to have had difficulty turning over maturing CD's. More-
over, these rate relationships tended to restrict banks to the use of
CD's with shorter maturities, and the average maturity of CD's
outstanding declined considerably during the year, especially at
New York and Chicago banks where the demand is highly sensi-
tive to levels of interest rates.
Money supply. During 1964 the money supply rose by 4.0 per
cent, slightly more than in 1963 and a record for any year since
1951. After increasing at a seasonally adjusted annual rate of
2.0 per cent during the first 5 months, it rose at a rate of 8.5
per cent in June and July and 4.1 per cent after that. The currency
component rose by a postwar record of almost 6.0 per cent in
both 1964 and 1963.
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CHART 4
Expansion accelerated in the MONEY SUPPLY in 1964,












NOTE.—Seasonally adjusted semimonthly averages of daily figures. Money supply consists of
demand deposits and currency outside the Treasury, the F.R. System, and the vaults of com-
mercial banks. Figures for demand deposit component and for time and savings deposits are
(or all commercial banks. Demand deposit component excludes deposits due to domestic com-
mercial banks and the U.S. Govt., cash items in process of collection, and F.R. float, but
includes foreign demand balances at F.R. Banks. Time deposits exclude those due to domestic
commercial banks and the U.S. Govt. Latest figures, January (preliminary).
The acceleration in money growth over the past 2 years sug-
gests that expanding transactions needs may now be having a
greater influence on the public's demands for cash balances than
formerly. Over the postwar period, these needs have been accom-
modated to a substantial degree by activation of idle balances, as
cash balances held for liquidity needs were attracted into earning
assets by rising interest rates. The incentives for such transfers have
been particularly strong since early 1962, a period in which com-
petition of banks and other savings institutions for time deposits
and shares has been aggressive. As the public fulfills more of its
desires for liquidity by holding nonmoney assets, the demand for
money will be influenced to a greater extent by transactions needs
related to income and output. Thus, the higher levels of trans-
actions in 1963 and 1964 may help to explain the larger rate
of growth of the money stock in those years.
Since economies in the use of cash for transactions purposes will
continue to be developed and since the public will continue to
have changing desires about the amount of liquidity it wishes
to hold in the form of cash, the money supply should not be
expected to grow in any fixed relationship to income—at least
in the short run. Indeed, in December 1964 and January 1965—
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BANK CREDIT
as short-term open market rates rose and commercial banks offered
more on time and savings deposits—the money supply grew less
rapidly than in the previous months.
In 1964, bank credit increased by an estimated $20.2 billion,
maintaining the same rate of increase—8 per cent—as in 1963.
For the fifth successive year banks added to both loans and in-
vestments but, as in each of those years, loans accounted for a
growing share of the increase. In 1964 they accounted for almost
90 per cent of the expansion.
Like total bank credit, loans maintained the same rate of in-
crease—11.6 per cent—as in 1963. However, a significantly larger
proportion of the 1964 increase represented loans to foreigners.
Business loans. Business borrowing at commercial banks ex-
panded more rapidly in 1964 than earlier in the current expan-
sion. Such loans increased by an estimated $5.9 billion, or 11 per
cent; this was over one-fourth more than the increase in 1963.
The expansion was at a fairly steady pace, after allowance for
seasonal influences, except for a sharp rise in December when
discussion of an increase in the prime rate appears to have stimu-
lated some anticipatory borrowing.
Increases in outstanding loans were widely distributed among
industries and reflected in large part the increased needs for funds
associated with expansion of output and capacity. Inventory bor-
rowing appeared to be moderate, although such borrowing in-
creased in late 1964 and early 1965 in the metals industry, as
CHART 5






BUSINESS LOANS REAL ESTATE LOANS CONSUMER LOANS AIL OTHER LOANS
1954 1954
NOTE.—End-of-year data, excluding interbank loans, for all the four loan categories in the bottom tier. All figures for
commercial banks. Loans to nonbank foreigners and foreign 1962-64 and figures for business and "all other" loans for 1954-
central banks and official institutions included in total loans and 58 are estimates.
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attempts to stockpile inventories in anticipation of a May steel
strike accelerated.
Business loans not only increased more than in 1963 but also
accounted for their largest share of the increase in total loans in
this expansion. However, both the growth rate and the relative
importance of business loans in the increase in total bank loans
have been less than in earlier expansions. These developments re-
flect the fact that domestic business credit demands have been
dampened in the current expansion, compared with previous cycles,
by higher corporate internal flows from retained earnings and de-
preciation and, for most of the period, more conservative inven-
tory management. Indeed, the larger increase in business loans in
1964 than in 1963 appears to have been largely the result of the
increase in loans made to foreigners.
Other loans. Real estate loans increased by $4.4 billion or 11.2
per cent in 1964. Although this expansion was less than in 1963, it
was considerably above the rates of increase in most years prior
to 1962. Over the current cyclical expansion to date, the large
inflow of interest-bearing deposits, the lower relative levels of
business loan demands, and the large demands for mortgage credit
to finance new construction and for other purposes have brought
banks increasingly into the mortgage market in search of profitable
investment outlets.
Bank loans to consumers also rose a little less rapidly in
1964 than in 1963. For the year, such loans increased by $2.8
billion or around 10 per cent. High automobile sales for the third
successive year and the continued willingness of consumers to
incur debt for this and other purposes were major factors in the
maintenance of a relatively large volume of bank lending to con-
sumers.
Loans other than business, real estate, and consumer loans,
increased by almost $5 billion in 1964. In addition to including
unusually large purchases of Export-Import Bank participation
certificates, this increase reflected growth in security, agricultural,
nonbank financial, and a variety of unclassified types of loans.
U.S. Government securities. Bank holdings of U.S. Government
securities continued to decline in 1964. The reduction occurred
mainly in the spring and summer, when the inflows of time and
savings deposits slackened. Later in the year, when deposit in-
flows accelerated, banks added to their holdings again. As a result,
the $1 billion net decline over the year was only one-third as much
as in 1963.
Commercial banks as a rule have reduced their Government
security portfolios during economic expansions, but they have not
done so this time. While the current expansion is the longest in
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the postwar period, banks have on balance increased their hold-
ings, as acquisitions early in the period more than offset the rela-
tively modest later liquidations. With monetary policy more expan-
sive and deposit growth relatively high in the current cycle, while
business loan demand remained quite moderate, there has been
little need to liquidate Government securities so far in this cycle.
In the last 4 months in 1964, holdings of short-term Govern-
ment securities increased by $5.9 billion, two-thirds in bills. Pre-
sumably the increase in holdings of short-term Governments re-
flected in part preparation for increased loan demand—particularly
for inventory stockpiling in the metals industry—and some feeling
that interest rates might rise as the result of international develop-
ments related to sterling.
Banks also lengthened their Government security portfolio at
times in 1964, particularly through exchanges for longer-term
securities in both the January and July advance refundings.
Nevertheless, as a result of the passage of time and of some
selling, bank holdings of longer-term Governments had been re-
duced by the year-end to about the same proportion of total port-
folios as at the end of both 1962 and 1963.
In the Treasury's advance refunding in January 1965, banks
took $5.6 billion of long-term bonds—slightly more than in July
1964—and their exchanges into the longest maturity were almost
twice those in July. The substantial movement into longer ma-
turities suggests that some banks may have regarded the pre-
vailing level of long-term yields as being near the peak for the
current upswing.
Other securities. Bank holdings of other securities—mainly State
and local government and Federal agency securities—had grown
at record rates earlier in the current expansion, but the rate of
acquisition declined in late 1963 and early 1964. Paralleling the
acceleration of the growth in time and savings deposits in the
second half of 1964, other security holdings again began to rise
more sharply. The slower growth early in 1964, however, held the
increase for the year to 10 per cent, one-half of the 1963 rate.
In January 1965, holdings of other securities rose by a record
$900 million on a seasonally adjusted basis. In large part these
acquisitions reflected deliveries of securities purchased in Decem-
ber when offerings of municipals increased sharply, and anticipa-
tions by banks that the January 1 increase in interest rates on time
and savings deposits would increase the inflows of such deposits
and thus make more funds available for investment.
BANK LIQUIDITY _ t ,. ... . , „,, . „ , . f t
Bank liquidity varied over 1964 in parallel movement with the
rate of deposits inflows. As the growth of time and savings de-
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posits slackened, the growth in loans continued rapid and the
loan-to-deposit ratio rose to a postwar high of 61.1 per cent—
4.0 percentage points above the previous high in mid-1960. As
time and savings inflows accelerated in the last 4 months of the
year, the loan-to-deposit ratio at first declined. Then, with the
large increase in loans in the last 2 months of the year, the ratio
returned to its summer high.
The ratio of bank holdings of short-term Governments to total
deposits moved inversely with the growth in loans over the first 7
months of the year. In late July, following heavy bank participa-
tions in the advance refunding, it declined to 5.7 per cent. At
that level the ratio was the lowest for the current expansion, but
it still remained somewhat above the 1960 low. Beginning in late
summer, holdings of short-term Governments rose relative to de-
posits until the ratio reached 8 per cent in November and Decem-
ber—the highest level since early 1963.
In January 1965, holdings of short- and intermediate-term
Governments declined sharply as banks acquired longer-term
issues in the advance refunding and sold others or allowed them
to mature in order to obtain funds for loans, which rose sharply.
Traditional liquidity ratios, while serving as rough rules of
thumb, suffer from deficiencies, particularly their inability to al-
low for certain quantitative and qualitative changes in bank port-
folios. For example, the increased holdings by banks of State and
local government securities, some of which are short-term, pro-
vide a more important supplement to liquidity than during
earlier periods, as do larger holdings of Federal agency secu-
rities. Moreover, the monthly cash flows from the amortization
of increased holdings of mortgage and consumer loans and of
CHART 6
BANK LIQUIDITY RATIOS showed mixed changes in 1964.
PER CENT OF DEPOSITS
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NOTE.—Based on data for all commercial banks. Loans exclude interbank loans. Short-term
U.S. Govt. securities are those maturing within a year. Deposits are net of cash items in proc-
ess of collection. Latest figures (preliminary): loans, January; U.S. Govts., December.
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INTEREST RATES
business term loans provide additional liquidity that offsets part
of the decline in liquidity associated with smaller holdings of
short-term assets.
Before the change in the discount rate in November, interest
rates had moved within a very narrow range in 1964. The 3-month
Treasury bill rate, until late in 1964, fluctuated within a range of
10 basis points above and below the V/i per cent discount rate
CHART 7
LONG-TERM YIELDS little In 1964...
PER CENT PER ANNUM
FHA-INSURED MORTGAGES
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but SHORT-TERM YIELDS rose sharply late in year.
NOTE.—Monthly average of daily figures except for FHA-in-
sured mortgages, which are based on quotations 1 day each
month. Corporate and State and local bonds: Moody's In-
vestors Service. U.S. Govt. bonds, issues maturing or callable
in 10 years or more. Treasury bills, market yields on 3-month
bills. Latest figures, January.
and remained at about the level reached in mid-1963. Long-term
rates showed little net change during this period, after rising
moderately in 1963. There were some increases in yields in the
spring as the result of anticipations that monetary policy would
tighten because of the tax cut and of international developments.
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These expectations were relatively short-lived, however, and yields
returned to their previous levels.
The reaction of the market to the monetary policy actions of
late November led to a flatter yield curve, but one that was changed
little at the long end. Yields on short-term market securities rose
promptly, but by less than the change in the discount rate. In
December the 3-month Treasury bill rate averaged 3.84 per cent,
about 25 basis points higher than before the November discount
rate increase.
Long-term yields reacted less sharply but in the same direction.
However, by the year-end yields on longer-term securities had
returned by and large to the levels of mid-November. Indeed,
yields on tax-exempt securities declined to their lowest level of
the year, partly as a result of commitments made by commercial
banks in anticipation of an increased flow of time and savings
deposits after the increase in deposit rates on January 1, 1965.
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